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Highlights

• Consumers saved more than $535
million in 1999.

• The average residential customer
saved $92 in 1999.

• Utility mergers transformed the
industry landscape.

• Wholesale “spot” market shifted to
competitive bidding.

• Large commercial and industrial
customers took advantage of
competitive electricity supply.

• The number of Default Service
customers increased significantly.

• Price disparities did not change
among customer sectors or service
territories.

Table 1: Savings from Mandated Rate Reductions

During the twelve-month period ending in
December 1999, the electric utility industry
in Massachusetts continued its progress
toward reliance on competitive markets.
Transitional rate reductions mandated by
the restructuring legislation resulted in more
than $535 million saved by Massachusetts
electric customers.  In addition, wholesale
electricity markets underwent a major
transformation as the market for “spot” or
daily wholesale transactions shifted from a
cost-based to a bid-based system.  The
Restructuring Act requires the Division of
Energy Resources to monitor changes in
the electricity markets each year.  This
report contains descriptions of the highlights
and significant events in 1999.

1 99 9  Sa les
(B illions o f kW h)

A v erag e N um ber
o f C usto m ers (19 99 )

A v erag e A nnual Sav ing s
Per C usto m er (19 99 )

E stim ated T ota l Sa v ings
(m illio ns)

R esidentia l C o m m ercia l Industria l Other A ll
C usto m ers

A v erag e A nnual E x penditure
Per C usto m er (19 99 )

1 4 .87 5

2 ,1 74 ,66 8

$ 92

$ 20 0

2 0 .89 9

2 78 ,7 2 8

$ 90 0

$ 25 1

7 .6 66

7 ,8 60

$ 9 ,91 0

$ 78

0 .2 85

6 ,1 54

$ 1 ,05 5

$ 6

4 3 .72 4

2 ,4 67 ,41 0

$ 21 9

$ 53 5

Sources: Energy Information Administration EIA Forms (1999), EIA Power Annual 1998, DOER

$ 70 3 $ 6 ,42 8 $ 70 ,9 0 7 $ 8 ,28 7 $ 1 ,59 2
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1999 in Review

1. Consumers Saved Over $535 Million In 1999.
As mandated by the Act, each distribution company was able to
meet the required fifteen percent savings by September 1999.
Massachusetts consumers saved over $535 million over pre-
restructuring rates.  Over the course of the year, residential
customers saved $200 million, commercial customers $251
million, and industrial customers $78 million.  The average
residential customer saved $92 in 1999.   Commercial and
industrial customers saved, on average, $900 and $9,910
respectively (see Table 1).  When added to the savings realized
in 1998, total savings after twenty-two months of restructuring
equals $910 million.

2. Massachusetts Enjoyed 4th Highest Savings Among
Deregulated States.

For 1999, Massachusetts featured the 4th highest percent
reduction in price among deregulated states.  Of the 21 states
and the District of Columbia, only Pennsylvania, Rhode Island,
and Illinois showed greater percent rate decreases than Massa-
chusetts.  Stimulated by the five percent rate cut mandated by
the Restructuring Act, ratepayers saved an average of six
percent over 1998 prices.

3. The Number of Default Service Customers
Increased.

In 1999, the percentage of Massachusetts customers receiving
default service grew from 13.2% to 19.0%, an increase of
146,070 customers.  Despite the fact that default service
customers are supposed to receive market-priced power,
default rates continued to be priced below market at standard
offer levels.  As a consequence, some utilities accumulated
costs to serve default service customers that will have to be
recovered at a later date.

4. The Number of Customers Served by Competitive
Suppliers Grew Slowly.

As in 1998, the competitive retail market for electricity grew
slowly in 1999.  At the end of 1999, only 9,009 of nearly 2.5
million eligible Massachusetts customers had switched to a
competitive supplier.  Low standard offer and default service
rates, and immature wholesale electricity markets contributed to
minimal competition.  Even though the number of licensed
suppliers increased, few retail electricity products were avail-
able in 1999.

The Electric Restrucutring Act of 1997

GOALS

The Act provides the framework for the evolution of the
competitive electric industry in Massachusetts.  Its pri-
mary goals are to reduce electricity prices, provide choice
of power suppliers to all retail customers, maintain the
reliability of the electric system, improve distribution per-
formance, and ensure consumer protection and educa-
tion.

PROVISIONS

Recognizing that restructuring the industry would be a
complex process, the Legislature specified that transition
to competition should occur in “an orderly manner.”  Be-
ginning on March 1, 1998, the most dramatic provision of
the Act gave retail customers of the affected distribution
companies the option to chose their generation (power)
supplier.  They also began to receive at least a 10% dis-
count (relative to 1997 rates) on their electric bills.  These
customers received an additional 5% decrease starting
September 1, 1999.
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5. Price Disparities Did Not Change Dramatically.
Price disparities among the Commonwealth’s distribu-
tion companies experienced no significant changes
despite statewide rate reductions.  Substantial differ-
ences in rates existed between the different service
territories.  In addition, the data indicate that customer
rates continued to vary among customer sectors—on
average, residential customers pay the highest electric
rates, and industrial customers the lowest.

6. Merger Activity Changed the Retail Market
Landscape.

Following substantial changes in the ownership of
generating plants in 1998, 1999 saw unprecedented
merger activity among distribution companies.  In the
pursuit of increased efficiency, greater market share, and
broader service territories, local distribution companies in
Massachusetts joined with each other to form bigger
corporations.  Three mergers saw activity in 1999: BEC
Energy and Commonwealth Energy joined to form

Boston Edison

Cambridge Electric

Commonwealth Electric

Eastern Edison

Fitchburg Gas & Electric

Massachusetts Electric

Nantucket Electric

W estern Massachusetts Electric

Distribution Company Residential Commercial Industrial

1999 Change Change19991999 Change

11.8

10.8

11.9

9.3

11.9

8.9

11.5

10.5

-5.8%

-1.5%

-4.8%

-5.2%

-0.4%

-8.1%

-7.2%

-2.8%

9.4

7.1

9.5

8.0

11.3

7.5

12.4

9.0

-5.7%

-6.9%

-5.1%

-6.2%

-4.3%

-13.2%

-5.6%

-3.2%

8.9

6.4

7.7

7.9

8.9

6.4

17.5

7.5 -1.9%

-4.2%

-16.4%

-0.8%

-7.2%

-8.5%

-3.6%

-7.6%

Source: FERC Form 1, EIA  826

Price Disparity
1.7 4.0 1.21.5 3.7 0.6

1998

12.0

11.5

12.5

9.8

11.9

9.7

12.3

10.8

1998

10.0

7.6

10.0

8.6

11.8

8.7

13.2

9.3

1998

9.2

7.0

8.5

8.5

8.9

7.7

18.3

7.7

Table 2: 1998 and 1999 Price Levels for Distribution Companies (cents/kWh)

NSTAR, New England Electric Systems merged with the
National Grid Group from England, and  Eastern Utilities
Associates was acquired by New England Electric
Systems.

7. Limited Number of Eligible Households Obtain
Residential Discount Rate.

In spite of increased outreach and expanded eligibility
criteria in 1999, the number of households receiving the
discount rate increased only slightly compared to pre-
deregulation levels (see Figure 6).

8. Wholesale “Spot” Markets Shifted to
Competitive Bids.

On May 1, 1999, the Independent System Operator of
New England (ISO-NE) initiated a “spot” market for
wholesale electricity and energy products.  The new
competitive bidding system was intended to stimulate
competition for wholesale electricity and keep prices low.
Early experience revealed significant increases in price
volatility and pointed to a need for additional reforms.
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Massachusetts continues to make progress in price
reductions relative to the other New England states
(Figure 1).  Only Rhode Island, which started restructur-
ing  at about the same time as Massachusetts, has done
as well.  The Commonwealth continues to make gains
relative to other states in the nation, but still remains in a
group of high-priced states.  In 1999, Massachusetts
was ranked as having the 9th most expensive electricity
prices (8.9 cents per kWh).  That is the same ranking
reported for 1998.

Figure 2 shows 1999 price data for each state.  The
prices shown are the weighted-average of prices paid by
all customers in each state.  The U.S. average electricity
price is 6.6 cents per kWh.  However, the United States
continues to have widely disparate electricity prices

among the states with a low of 4.0 cents per kWh
(Idaho) and a high of 11.9 cents per kWh (Hawaii).
This disparity is reflective of wide differences in supply
and demand conditions across the nation.

An examination of Figure 2 shows a cluster of states
with prices above 8.0 cents per kWh.  Outside of
California, Alaska, and Hawaii, all of these states are
located in the northeastern United States.  The differ-
ence between the lowest price state in this group
(Rhode Island at 8.8 cents per kWh) and the next
region (the District of Columbia at 7.5 cents per kWh)
is a large 1.3 cents per kWh.  Massachusetts continues
to be a high-cost state for electricity despite the gains
from restructuring.

Electricity Prices: Massachusetts, New England, and the Nation

Figure 1: Historical Electricity Prices for All Customers, New England States
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Connecticut

Maine

Massachusetts

New Hampshire

Rhode Island

Vermont

Source: Electric Power Annual Volume 1 1994-1999
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Figure 3: Composition of Distribution Company Sales (kWh): December 1999

Electricity customers in Massachusetts
receive one of three types of genera-
tion service: Standard Offer, Default
Service, or Competitive Supply.  The
percentage of standard offer sales has
dropped from 91.7% at the beginning
of 1999 to 79.4% by December.  In
addition, several large commercial and
industrial customers have switched to
competitive suppliers, helping to drive
competitive sales up from 1.3% to 9.2%
of total sales over the course of 1999.

Figure 2: 1999 Average Overall Electricity Prices by State (cents/kWh)

Source:  DOER

Standard Offer
79.4%

Competitive Supply
9.2%

Default Service
11.4%

9 and above

8-<9

7-<8

6-<7

0-<6

U S Average O vera ll Price:
 6 .6  cents per k ilowa tt-hour

Source: Electric Pow er A nnual 1999, V olume 1
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1996 1997 1998 1999 2000 2001 2002 2003

ForecastedA ctual

N a m e, D ev elo per

D ig hto n Po w er , C a lpine

B erkshire  P o w er , P D C

M illenium , PG & E

B la cksto ne, A N P

B ell ing ha m , A N P

M y stic  E x pa nsio n, Sithe

E dg a r  Sta tio n E x pa nsio n, Sithe

Size

1 6 0  M W

2 7 5  M W

3 6 0  M W

D ig hto n

A g a w a m

C ha rlto n

1 9 9 9

2 0 0 0

2 0 0 0

5 8 0  M W

5 2 0  M W

1 ,6 0 0  M W

7 5 0  M W

B la cksto ne

B ell ing ha m

E v erett

W ey m o uth

2 0 0 1

2 0 0 2

2 0 0 2

2 0 0 2

N ickel H ill , C o nste lla tio n

T O T A L  G E N E R A T IO N

7 5 0  M W

4 ,9 9 5  M W

D ra cut 2 0 0 3

L o ca tio n C o m pleted/
E x pected

Sou rce: ISO -N ew  En g lan d , A n n ual M ark et R ep o rt 19 9 9  - 20 0 0

Open access to the transmission system
and a new source of natural gas supply
are two of the factors that are contribut-
ing to investment in new generation in
New England. This expected increase in
capacity should be sufficient to meet
demand growth in the coming years.
Figure 4 shows the historical trends and
forecasted growth in generation capacity
relative to peak demand in New En-
gland.  As demand grows and older
power plants are withdrawn, it is essen-
tial to continue developing new genera-
tion in the region.  In 1999, 730 mega-
watts of new generation capacity were
added in New England.  An additional
1,250 megawatts of capacity is expected
on-line in 2000 in New England.  Table 3
lists the Massachusetts plants recently
built, under construction, and planned
through 2003.

Generation Expected to Keep Up With Demand

Table 3: New Generation in Massachusetts

Figure 4:  Installed and Forecasted Generation in New England, 1999-2003
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Figure 5: Monthly Wholesale Market Prices

Figure 5 presents weighted
average wholesale prices since
the opening of the competitive
market in May of 1999.  Prices
peaked during June due to
unseasonably warm weather
coinciding with sheduled power
plant maintenance.  The final five
months of 1999 show prices
within $20-$30 per megawatt
hour.  These relatively low and
stable prices give hope that
market mechanisms set by ISO-
New England will work to keep
a balance between supply and
demand.

Customers Served
 130,081 (27%)

Customers: Eligible, but Not Served
359,306 (73%)

Source: DOER

Figure 6: 1999 Percentage of Residential Discount
Rate Eligible Households Served

In accordance with the Act, DOER published
The Low-Income Outreach Guidelines in
December of 1998.   The guidelines assist
distribution companies in the development of
effective procedures for identifying RDRE
households and enrolling them as RDR
customers.   When compared to the DOER
estimate of the total 1999 RDRE households
(489,387), the distribution companies’ re-
ported figures show that approximately 27
percent were enrolled as RDR customers
(see Figure 6).  These low enrollment levels
suggest that more needs to be done.  Conse-
quently, DOER will be reviewing its guidelines
and will be working with stakeholders to
identify procedural barriers to enrollment.
DOER plans to file revised outreach guidelines
with the Department of Telecommunications
and Energy (DTE) in 2001.

Electric Discount Rate
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Reserves and
Uplift Costs
($/MW)

Average Energy
Price ($/MW)

Source: ISO-New England
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In the next Market Monitor, DOER will report on the
significant events and issues of 2000, including:
FERC Order 2000
In its December 1999 order, the Federal Energy
Regulatory Commission set a mandate for all regions
in the United States to develop regional transmission
organizations to control the operation of the power
grid.  DOER’s 2000 Market Monitor will report on
ISO-New England’s efforts to comply with the
requirements of the order.
Default Service Decoupling
2000 brought the decoupling of standard offer and
default service rate structures in Massachusetts.  In
its set of orders under docket #DTE 99-60, the
Department of Telecommunications and Energy
allowed default service rates to reflect market prices,
while keeping standard offer rates set by approved
rate schedules.
E-Commerce and Retail Competition
In 2000, retail competition showed significant activity
over the Internet.  Several e-commerce operations

offered competitive electricity products to Massachu-
setts residents and businesses during the year.  The
2000 report will examine successes and challenges of
these innovative retail options.
Merger Outcomes
DOER will look at the final outcomes of the three
mergers discussed in this year’s report, and will survey
the impacts of these mergers on the retail industry.
Fuel Prices and Electric Rates
Higher prices of natural gas and oil translated into
higher costs for electric generation.  2000 saw public
debate over whether or not utilities could pass these
higher costs along to the customer.
Wholesale Market Reform
Through the identification of flaws in the wholesale
power system, ISO-New England and NEPOOL
drafted a proposal for the implementation of Congestion
Management and Multi-Settlement Systems.  The two
entities filed the proposal with the FERC in the begin-
ning of 2000.

Outlook for 2000 Market Monitor


